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INTRODUCTION 


Agriculture is a basic component of the Canadian economy. It serves the 
food needs of the nation, is the key to prosperity and growth for many 


communities, and is a major source of export earnings. 


Federal and provincial assistance to agriculture includes direct 
subsidies, price stabilization, credit assistance, product supply manage- 
ment, research, and several tax relief measures. Although these measures 
continue to provide valuable support, farm communities have asked for 
additional assistance to improve cash flow and foster long-term vitality, 
particularly in light of the current high interest rates and low farm 
commodity prices. In response, the federal government has already 
announced a tax rebate to offset the fuel sales tax and the increase in 
the petroleum compensation charge, and a write-down of interest charges 
on Farm Credit Corporation loans with terms of more than five years. 

The Economic and Fiscal Statement of November 8, 1984 identified three 
other tax concerns of the farm community for further study. These were: 
(1) the limitation on the deductibility of farm losses by part-time 
farmers from their off-farm income, (2) relief from taxation of farm 
capital gains and (3) subsidization of farm borrowing costs through 


agribonds. 


This paper provides information and analysis to assist in consultation 
on these issues. The paper starts with a description of the economic 
environment in which tax policy must be considered and then discusses 


the three issues in turn. 


ees 
1. FARM POPULATION, INCOMES, AND TAX RATES 


Taxation of farm income must be seen in the context of the income profile 
of farmers, the prevailing economic conditions and other data relevant 

to the particular tax issues to be examined. The data presented are the 
most recent available. Lags in the publication of some data naturally 
raise questions about the accuracy with which they portray current condi- 
tions in farming. Therefore, an attempt is made to supplement the annual 
data where possible by examining trends over a number of years, and by 


referring to other information sources for more recent periods. 


A taxation system necessarily deals with general conditions rather than 
particular cases. For this reason, many aspects of agriculture which, 

to the farmer, are quite distinct, are here brought together in aggregate 
statistics. This approach is preferable when considering taxation 
policies, since they affect the entire agricultural sector and tend to 

be long-term in nature. By their broad nature, tax measures are not 
always appropriate for correcting problems that affect particular parts 
of the industry or that can be resolved over time by other means. It is 
therefore desirable to keep the analysis focused on general trends and 
conditions in agriculture as opposed to those prevailing in any specific 


segment of it. 
Numbers of Farms and Farmers 


The 1981 Census of Agriculture identified 318,361 farms. Taxation data 
for the same year, however, show that 452,404 personal tax-filers and 
15,339 corporate farms reported farming income. Even after adjusting 
for multiple tax filing by participants in farm partnerships and other 
joint farm business ventures, there are approximately 100,000 more 
individuals reporting farm activity for tax purposes than there are 
census farms. Given that the Census of Agriculture attempts to cover 
all farms with gross farm sales greater than $250, there is no ready 
explanation for this discrepancy other than the possibility that the 
census misses many operators of small farms who file for tax purposes. 


The tax-filer definition of farming income is slightly more comprehensive 
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than the census definition, mainly because it includes horse-racing, but 
this difference has a negligible effect on the comparability of the two 
data sources. The census count can be considered a maximum indication 

of active commercial farm operations since it includes many small farms, 


while the farm tax-filer population is much larger. 


Owing to a proliferation of very small part-time farm operations, the 
number of farm tax-filers has been increasing while the number of census 
farms has been declining. For example, between 1966 and 1981, the number 
of census farms declined by some 112,000 while the number of farm 


tax-filers increased by more than 100,000. 


It should be noted that the potential farm tax-filer population is even 
larger than is indicated by tax-filer data, which exclude small 
part-time farm operations that may occasionally report farm income for 
tax purposes, but not in a given year. Analysis suggests that there are 
at least 100,000 individuals who report farm activity only sporadically 


and are thus not included in farm tax-filer data in any particular year. 


Farming businesses are overwhelmingly unincorporated and run by families. 
Incorporated farms account for only 3 to 4 per cent of both census farms 
and farm tax-filers, and 90 per cent of corporate farms are family 
controlled. Despite their relatively small number, however, incorporated 
farms account for 19 per cent of farm sales and 11 per cent of the value 


of farm land and buildings. 


Distribution of Farms by Size 


Table 1 shows the distribution of farms in Canada by sales. It 
highlights the uneven distribution of farms and farm sales by sales 


class. 


Table 1 


Distribution of Farm Activity By Sales, 1981 


Percentage distribution of 


Sales class Farms Farm sales 

Under $10,000 34.1 2.4 

$10,000 - $25,000 18.8 Griz 

$25,000 - $50,000 18.6 13.4 

$50,000 - $100,000 Likes ape Pe, 

$100,000 and over _11.4 54.0 
100 100 


Source: Statistics Canada, 1981 Census of Agriculture 


The large proportion of extremely small scale farms is striking. In 
1981, 53 per cent had annual sales of less than $25,000 -- generally 
recognized to be a minimum threshold for a viable operation. As 
discussed later, most of these small farms report losses for tax 
purposes. Table 1 also shows that most output comes from large farms. 


Over 90 per cent is produced by farms with sales above $25,000. 


Table 2 shows how capital intensive farming is. The first column in the 
table shows that over 80 per cent of farms have farm capital greater 
than $100,000. The average farm capital value in 1981 was $409,000. If 
small, fringe farms are excluded, the high capital intensity of farming 
is even more dramatically indicated. For farms with annual sales of at 
least $25,000, the average capital value was $654,000. For farms with 
annual sales of at least $50,000 (still a fairly modest scale of 


operation), the average capital value was $830,000. 


Table 2 


Distribution of Farm Activity by Total Capital Value, 1981 


Percentage distribution of 


Total capital value class Farms Farm capital* Farm land 
(by number) (by value) (by area) 

Under $50,000 5.8 Ut | ar 4 

$ 50,000 - $100,000 | i a Se 4.0 

$100,000 - $200,000 2386 8.4 10.8 

$200,000 - $500,000 5401 26.6 29.6 

$500,000 and over 2353 62.2 54.4 

100 100 100 


Source: Statistics Canada, 1981 Census of Agriculture 


x Farm capital includes farm land and buildings, machinery and 
equipment, and all livestock and poultry, but excludes the value of 
farm marketing quotas. 


Columns 2 and 3 of Table 2 show that the total stock of farm capital, 
including land, is concentrated in larger operations. Eighty-nine per 
cent of farm capital by value, and 84 per cent of farm land by area, are 
held by farms with a capital value greater than $200,000. Of particular 
relevance to the capital gains tax issue, 90 per cent of all farm land 
and buildings by value is held by farms with capital values of at least 
$200,000. Farm land and buildings are by far the largest component of 
farm capital; in 1981 they accounted for about 79 per cent of total 


capital value. 


Table 3 shows the regional distribution of average farm assets, including 
all farm capital and farm marketing quotas. The data reflect values as 
of January 1984, and hence portray contemporary conditions in 


agriculture, including recent declines in land values. 


Table 3 


Regional Distribution of Average Assets and Equity Per Farm, 1984 


Average Average 

total total 

assets equity 

Canada 508,469 416,945 
Atlantic Provinces S235270 261,862 
Quebec 298,913 224,185 
Ontario 406,017 324,814 
Manitoba 451,041 369,854 
Saskatchewan 596,669 507,169 
Alberta 689,837 579,463 


British Columbia 523,596 424,080 


Source: Farm Credit Corporation, 1984 Farm Survey. 


Currently, the average total assets per farm is over $500,000. 
Eighty-two per cent of this asset value is equity, for an average of 
$417,000 per farm. This compares with an average net worth per Canadian 
family of just under $47,000 in 1977, the latest year for which data are 
available. As would be expected, farms in the higher sales categories 
have significantly larger asset values. For example, the largest one- 
third of farms by annual sales have average assets of $891,000. This 
last group of farms is the core of the Canadian agricultural sector; it 
accounts for about three-quarters of farm sales. Equity averages about 


78 per cent of asset value for these larger farms. 
Incomes of Farmers 


Table 4 compares average total incomes reported for tax purposes by 
different categories of taxpayers for the most recent seven-year period 
for which data are available. In compiling taxation data, Revenue Canada 
categorizes individuals by occupation in accordance with their major 
source of income. When referring to taxation data throughout this paper, 
the term "full-time farmer" refers to individuals for whom gross farm 
sales constitute the largest income source. "Part-time farmer" refers 

to all other individuals for whom gross farm sales are less than other 


individual sources of income. It is important to note that this defini- 
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tion is used for statistical purposes only and does not coincide with 
the definition used by Revenue Canada for administering the limitation 
on the deductibility of farm losses. As will be discussed later, many 
individuals who are classified as part-time farmers for statistical pur- 
poses in this paper have been permitted to deduct their farming losses 
in full without any limitation. Also, the "full-time farmer" category 
includes individuals who in fact are part-time, but whose gross farm 
revenues are large enough to exceed their off-farm income. While the 
criterion used here for distinguishing between part-time and full-time 
farmers may thus not accurately reflect the actual status of individuals 
in all circumstances, it has been found to be generally adequate for 


analysis of tax issues under consideration in this paper. 


Table 4 suggests that farmers have generally reported higher average 
incomes than the other groups over this period. Their incomes have been 
increasing steadily, with the exception of 1982 when their incomes 


dropped slightly, along with those of other business proprietors. 


Table 4 


Average Total Income* Per Tax-Filer Reported by Various Groups of 
Taxpayers, 1976-1982 


Full-time Business All non-farm 
farmers Fishermen proprietors** tax-filers 
(dollars) 
1976 105355 8,400 10,132 1Q4132 
1977 104571 9,919 10,488 10,488 
1978 bi 439 125265 10,899 10,899 
1979 13,148 ) Sy Pay Ve 11,648 11,648 
1980 13,884 10,854 123939 12,353 
1981 16,964 ied i a, 12,961 P4302 
1982 16,080 13,008 12,560 1 6.52.32 


Source: Revenue Canada, Taxation Statistics, 1976-1982. 
* Income amounts include total realized capital gains. 


xk "Business proprietor" excludes farmers, fishermen and self-employed 
professionals. 
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In all cases, the data show income as reported for tax purposes. They 
tend to understate incomes of individuals in farming because of the 
cash-basis accounting and other tax-incentive provisions applicable to 
farming. While tax incentives are also available to other taxpayers, 
they are not as significant as they are for farmers and do not affect 
the measurement of income as much. Over the recent past, for example, 
aggregate net farm income measured for tax purposes has averaged only 
about one-half of the Statistics Canada measure of net farm income in 


the National Accounts. 


These data, being averages for individual tax-filers in each category, 
are subject to several other biases. For example, data for full-time 
farmers as well as business proprietors do not include income from 
incorporated farms and other businesses. Income distributed from such 
businesses takes the form of dividends or wages and salaries and does 
not show up as business income. The data in the last column for all 
non-farm tax-filers are affected by individuals filing tax returns just 
to claim the child tax credit and various provincial tax credits. 
Several alternative adjustments were made to remove such biases and to 
get an income profile of active members in each category. While the 
absolute level of income is generally higher when such adjustments are 
made, the relative pattern among the different occupational categories 


given in Table 4 does not change. 


Components of Farm Returns 


Returns from farming consists of three components: operating income, 
income-in-kind, and appreciation in the value of assets. The relative 


magnitudes of these different earnings sources are shown in Table 5. 


It can be seen from Table 5 that in the past both net farm operating 
income and income-in-kind consumed on the farm have been greatly exceeded 
by capital appreciation of farm real estate. Over the 12-year period, 
capital appreciation on land and buildings accounted for just under 

70 per cent of total farm returns from the three sources. While there 


was substantial appreciation in the value of land and buildings 


Table 5 


Components of Aggregate Farm Returns, 1972-1983 


re 


Food Nominal 
Net produced and increase in 
operating consumed on the value of lands 
income* the farm and buildings** 
(percentage of aggregate returns) 
POV Z Thies Zak 60.1 
1973 30.0 Zee 68.0 
1974 3154 1 67.1 
1975 33.0 1.4 65.6 
1976 2953 a9 68.8 
1977 20.6 Lad Lig 
1978 18.9 174 79.6 
1979 16.0 ‘3 82.8 
1980 Lied. Leo 81.4 
1981 42.0 3.4 55.0 
1982 G25 tice KKK 
1983 S220 ez2 ARK 


Source: Statistics Canada, "Capital Value of Farm Lands and Buildings" 
series and Farm Net Income Reference Handbook. 


* Excludes changes in the value of inventories. 


xk Data compiled by Statistics Canada on the value of farm land and 
buildings are for June 3 of each year. In this table the data have 
been adjusted to a calendar year basis to coincide with the other 
figures in the table. The data reflect accrued increases in value, 
much of which have not yet been realized. 


**kk The nominal value of land and buildings declined in these 
two years. The declines amounted to 76.5 per cent and 58.5 per 
cent of positive income from the other two sources in 1982 and 1983 
respectively. 


during the 1960s, it did not account for as large a proportion of the 
total return from farming. For example, between 1960 and 1971, capital 
appreciation accounted for only 35 per cent of total farm returns from 
the three sources. Moving from proportions to actual amounts, the total 


appreciation in farm real estate between 1972 and 1983 was about $85 billion. 


The capital appreciation figures in Table 5 include any increase in the 
value of farm real estate resulting from net investment. Statistics 
Canada data show, however, that net investment was responsible for less 


than 5 per cent of total farm real estate appreciation between 1960 and 


1983. 
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The effect of recent declines in farm land values starts to become evident 
on the bottom two lines of Table 5. The large increases in the relative 
size of operating income in 1982 and 1983 result from the deline in the 
value of farm land. Estimates from both the series "Capital Value of 

Farm Lands and Buildings", published by Statistics Canada, and the just- 
released 1984 Farm Survey of the Farm Credit Corporation, indicate that 


farm real estate values are now about 4 per cent lower than in 1981-82. 


Table 6 indicates just how large the increases in the values of farm 


land and buildings have been. 


Table 6 


Appreciation in Per-acre Value of Farm Land and Buildings, 1960-1983 


Per-acre 

value of Consumer 

farm real price TSE 300 
estate index index 


(percentage increase over period) 


Canada 1183.8 29.575 359.8 
Newfoundland * 
Prince Edward Island 1079.6 
Nova Scotia 1191.6 
New Brunswick 828.8 
Quebec 901.3 
Ontario BEES 
Manitoba 861.6 
Saskatchewan 1365.2 
Alberta 1606.6 
British Columbia 1081.0 


Source: Statistics Canada, "Capital Value of Farm Land and Buildings" 
series and the Toronto Stock Exchange Fact Book. 


* Data for Newfoundland are only available since 1976; appreciation 
between 1976 and 1985 was 304.6 per cent. 


For the 24-year period from 1960 to 1983, farm real estate values per 
acre increased almost 13 times. Even after taking into account the 
latest data available on softening in the price of farm land, apprecia- 


tion in the value of farm real estate has far outpaced both inflation 
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and the growth rate in the Toronto Stock Exchange 300-stock index. 
Although the absolute increases vary considerably across the country, 
very large real gains have been experienced in all provinces. For the 
entire 24-year period, the average compound real rate of appreciation in 


farm real estate prices per acre for all of Canada was about 5 per cent. 


Rates of Return in Farming 


Table 7 presents data on rates of return to farm capital and equity from 
1975 to 1983. These are nominal rates, which make no adjustment for 


inflation. 


Table 7 


Nominal Rate of Return to Total Capital and to Total Equity in 
Agriculture, 1975-1983 


Nominal rates of return Nominal rates of return 
to total capital to total equity 
Rates of return 
Excluding Including Excluding Including on Government 
land & bldg. land & bldg. land & bldg. land & bldg. of Canada 


appreciation appreciation appreciation appreciation long-term bonds 


(per cent) 
1975 6.9 yee | k.8 2642 250 
1976 4.6 1627, 4.0 18.8 9.2 
177 209 16.4 yea 18.6 co Sa 
1978 332 19 a7 2.4 2295 9.3 
1979 324 2 Date 223 ys ee 10.2 
1980 ak L528 kad 17.4 k255 
1981 3. 6 hoe Zod 6.3 15 {2 
1982 Ded -0.3 0.8 -2.4 £433 
1983 re -0.4 0.0 -2.3 11.8 


i 


Source: Calculated from data in Statistics Canada's Farm Net Income 
Reference Handbook, the "Capital Value of Farm Land and 
Buildings" series, and The Labour Force. 


Note: An allowance has been made for the value of work supplied by 
farmers in calculating the rates of return. Interest on indebtedness was 
not deducted as an expense in calculating rates of return to total 
capital. 
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From 1975 to 1981, rates of return in farming were relatively high if 
appreciation in the value of farm real estate is taken into account. 

The average rate of return to capital in farming over this seven-year 
period was 17.3 per cent; the average return to equity was 19.3 per 
cent. This compares with an average yield on Government of Canada bonds 
of 10.6 per cent over the period. Real rates of return -- which are the 
nominal rates adjusted for increases in the general price level -- have 
also been quite high. After adjusting for inflation, the average real 
rate of return to farm equity, over the period, was over 10 per cent. 
Real rates of return in farming have been substantially higher than the 


rates of return in many other industries. 


The total rates of return have declined substantially since 1981, and in 
fact have turned negative. This has been due primarily to the decline 


in farm land values with no compensating increase in operating income. 


Table 7 also shows that rates of return from the operations side of 
farming (i.e. rates of return excluding appreciation in the value of 
farm land and buildings) have fallen sharply. The general decline in 
the rates of return from farm operations results from the increase in 
the property values that go into the rate of return calculations. In 
other words, while appreciation in farm real estate has dramatically 
increased total returns in farming, it has reduced current operational 
returns, as a percentage of market value of capital, to very low levels. 
The established farmer, who bought his farm at much lower prices in the 
past, is not threatened by this. Beginning farmers facing this mountain 
of capital cost, however, often find it extremely difficult to make a go 
of their farm operations. It is therefore important to consider 
carefully the possible effects on the price of farm land of any proposed 
changes in tax policy. Changes that tend to force farm land prices 
upward, while providing windfall gains to established farmers who 
acquired farm land at lower prices, have a negative effect on beginning 
farmers. While the recent declines in farm land values may help 
beginning farmers somewhat, land prices still remain quite high in 
absolute terms. As a result, the operating returns as a percentage of 


farm capital continue to remain uncomfortably low. The decline in asset 
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values and the continuing low operating returns appear to be a major 
factor contributing to the financial difficulties being experienced by 
highly leveraged farms. 


Business Failures in Farming 


Table 8 presents data on bankruptcy rates in farming from 1979 to 1984. 


Although farm bankruptcy rates have been increasing since 1979, they 
remain relatively low. Even for 1984, if bankruptcies continued at the 
rate of the first eleven months, the number would be less than 
two-tenths of one per cent of the total number of census farms. This is 


less than one-fifth the bankruptcy rate for non-farm businesses. 


Table 8 
Farm Bankruptcies, 1979-1984 


Bankruptcies as 


Number of farm a percentage 
bankruptcies of census farms 
(per cent) 

1979 124 0.04 

1980 221 0.07 

1981 261 0.08 

1982 410 Oh 

1983 488 0.15 

1984 (Jan.-Nov. ) 522 - 


Source: Bankruptcy data supplied by Consumer and Corporate Affairs 
Canada. 
Farm bankruptcy rates undoubtedly fail to reflect the full extent of 
difficulties in farming. For one thing, under the Bankruptcy Act, 
farmers cannot be petitioned into bankruptcy by a creditor, such as a 
bank. It is also the case that lenders may allow farm businesses to go 
further in arrears on their loans than non-farm businesses. Since farms 
tend to be clustered geographically, lenders may not wish to seize farm 
assets or force their sale because it would drive down their value. 
Finally, it is suggested that farmers are reluctant to incur the stigma 


of going into bankruptcy. Because of these factors, farm sales of an 
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involuntary nature would perhaps provide a better indicator of financial 
difficulties in this sector. However, no data are available on such 


sales. 


While there are no precise alternative measures of the degree of 
financial difficulty currently being experienced by farmers, selected 
farm financial statistics from the FCC 1984 Farm Survey may shed some 
light on it. It is generally considered that farms with equity in 
excess of 50 per cent of their total assets are in a relatively strong 
position. According to the FCC survey, about 91 per cent of farms fall 
in this category. An estimated 3.2 per cent of farms have equity of 

25 per cent or less, and 5.9 per cent have equity of less than 50 per 
cent but greater than 25 per cent. In these two groups, there are about 
7,500 farmers for whom interest charges exceed 40 per cent of sales, a 
threshold considered serious by creditors for evaluating financial 
difficulty. There are no comparable data available for determining the 
degree of financial difficulty currently being experienced by non-farm 


businesses. 
Farm Tax Provisions and Tax Rates 


Farmers, like all other Canadians, are subject to tax on their income 
from all sources. They are eligible for the tax incentives and tax 
measures that are generally available to businesses and individual 
Canadians, such as the investment tax credit, accelerated capital cost 
allowances, small business corporate tax rate, and investment and pension 
income deductions. In addition, there are several specific provisions 

in the Income Tax Act that apply only to farming. Those with a 
significant effect on farm income taxation are listed in the following 


box. 


These provisions are briefly described in the appendix. Two of them -- 
cash-basis accounting and full deduction of carrying charges on land -- 
have a significant bearing on the tax issues under discussion and are 


described in greater detail. 
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TAX PROVISIONS AFFECTING FARMERS 


Special Provisions 


Cash accounting 
Flexible livestock inventory valuation 
Five-year block averaging of income 


Family farm rollovers: deferral of capital gains tax on farms 
transferred to children 


Depreciation of one-half the value of producer quota 


Deductibility, as expenses, of many land clearing and improvement costs, 
and treatment of the resulting increase in value as capital gain 


Accelerated capital cost allowance for certain types of farm buildings 
Deferral of income on grain sold through deferred cash tickets 
Provision for 10-year reserves on instalment sales of farms to children 
Deferral of income on destruction of livestock 


Deduction of pre-productive stage expenses (incurred with perennial bush 
or tree crops that produce an annual crop) as current expenses 


Special administrative rules for deducting part of home expenses as farm 
business expenses 


Exemption from requirement to make quarterly instalment tax payments 


$5,000 restricted farm loss provision for part-time farmers 


General Provisions 


Full deductibility of carrying charges on farm land 


Farmers in financial difficulty qualify for the small business devel- 
opment bond 


Incorporated farmers qualify for the low rate of tax on small businesses 


Forward averaging minimizes ‘the impact of higher marginal tax rates on 
fluctuating farm incomes 


Farmers are allowed to deduct salary paid to the spouse and thereby 
split income for tax purposes 


Farmers qualify for the investment tax credit 


Farmers who are relocating or consolidating their farming operations 
qualify for the replacement property rollover for business properties 


Only one-half of farm capital gains are subject to tax 
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Cash-basis Accounting: 


Under generally accepted accounting principles, business expenses are 
deductible in computing income only if they bring to the business a value 
that is consumed in the year. This principle, also used for tax purposes, 
requires businesses to use some form of accrual accounting for measuring 
income. A primary goal of accrual accounting is the matching of income 


and expenses. 


Cash-basis accounting is permitted for farmers and fishermen and is a 
departure from this principle. It confers two benefits. First, instead 
of reporting income when earned and deducting expenses when applied to 
the business, farmers report income only when actually received and 
deduct expenses when paid. Thus, sales on credit are not included in 
income until the proceeds are received, and expenses are deducted when 
paid even though they relate to future years. The second and more 
significant benefit is that inventory purchases are fully deductible in 
the year. Under the accrual method, the cost of inventory may in effect 
only be deducted in the year the merchandise is sold, reflecting the 
fact that the purchase of inventory is merely a change in the 
composition of assets, from cash to materials, with no effect on the net 


asset position of the business. 


The effect of cash-basis accounting is to allow those reporting farm 
income an extended deferral of tax. The tax on a farmer's income can be 
deferred through the purchase of farm inventory before the year-end. 
While these rules were introduced to benefit full-time farmers, they can 
also provide a significant tax advantage to part-time farmers with high 
off-farm income. For example, a person with other sources of income 
could invest in livestock and deduct the cost against his other income. 
Thus, notwithstanding the fact that the livestock is still on hand, for 
tax purposes a farm loss is created. A related provision allows farmers 
to value their livestock inventory at the end of each year at any amount 
from zero to fair market value and add this amount to income for tax 
purposes. This provision, in conjunction with cash accounting and 
extended loss carry-back and carry-forward provisions, allows farmers 


considerable flexibility in averaging good years with bad years. They 
can thereby fully utilize their personal exemptions and tax credits each 


year and defer tax for an extended period. 
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Full Deduction of Carrying Charges on Land: 


As a general rule, taxpayers are permitted to deduct interest on funds 
borrowed for a business purpose, including purchase of capital assets 
such as machinery and equipment and buildings. This is consistent with 
generally accepted accounting principles for the measurement of profit. 
However, where the debt is incurred to acquire an investment asset which 
yields all or substantially all of its return in the form of asset 
appreciation, then the full and current deductibility of interest can 
result in substantial mismatching of income and expenditures. The income 
from the asset is deferred until its eventual sale and is then only one- 
half taxable as a capital gain, while the interest expense is fully 
deductible each year as incurred. As noted earlier, appreciation in the 
value of farm land has historically been substantial, and many persons 
acquire farm land primarily as an investment rather than to carry on 
full-time farm activity. The immediate and full deductibility of 
carrying charges on land in such cases has a substantial tax impact for 
investors and the value of tax deductions could potentially exceed the 
tax payable on income from the asset. It is important to emphasize that 
interest is a legitimate expense deductible by all businesses. What 
makes it of particular importance in farming is the predominance of land 
in total farm assets and the historically large share of land 


appreciation in total farm returns. 
Value of Tax Provisions: 


The separate value of each of the farming tax provisions listed in the 
above box cannot be determined from existing tax statistics. Their 
cumulative impact is indicated, however, by comparing the effective rates 
of tax on farm income and the rates applicable to other sectors of the 
economy. This information is presented in Table 9. It shows the average 
rates of federal plus provincial tax on farming income, on wage and 
salary income, and on non-farm business income of individuals (excluding 
all incorporated farm and non-farm businesses). The data are averages 


for the 1980 and 1981 taxation years. 
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It is apparent from the figures in Table 9 that the effective average 
tax rate on farming income is relatively low. The average total federal 
plus provincial taxes paid on farming income for 1980 and 1981 were only 
$152 million, giving an effective average tax rate of 4 per cent, just 
over one-quarter of the average rates on wage and salary income and on 


non-farm business income. 


The low rates are primarily the result of farm income tax provisions. 
As a result primarily of cash-basis accounting and accelerated write- 
offs, farm income reported for tax purposes was only about one-half of 
Statistics Canada's estimate of farm income. The discrepancy between 
income for taxes and income as estimated by Statistics Canada is much 
smaller for other sectors because they are not provided similar tax 
incentives. Farm losses, including those reported by individuals with 
low gross farm sales, also serve to lower the average tax rate on farm 
net income. Many farm tax-filers have been able to reduce their tax to 
zero. They account for a significant proportion of high-income non- 
taxable individuals who could be affected by a minimum tax currently 


under consideration. 


In the following parts we will look at the individual tax issues, 


beginning with the question of deductible losses for part-time farmers. 
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Table 9 


Federal and Provincial Taxes on Farming and 


Non-Farming Income of Individuals 


Net farm Wage and Non-farm 
operating salary business 
income income income 
Income as per 
the National Accounts 
($ million) 3,790 182,680 11,420 
Income as reported 
for tax purposes 
($ million) 1,920 161,790 8,110 
Federal and provincial 
income tax 
($ million) 152 28,562 1,706 
Average effective 
rate of tax 4.02 yA 14.9% 


Source: Constructed from Revenue Canada taxation data and from 


Statistics Canada's National Income and Expenditure Accounts. 


Note: Figures are averages for 1980 and 1981 taxation years. Tax 
data on incorporated farms and other businesses are excluded. 


Corporate tax data, while sufficiently detailed for classifying 
firms by primary source of income, do not permit identification 
of the individual magnitudes of different income sources earned 
by the corporation from different types of business activities. 
This omission is of minor consequence, however, since only 

3.8 per cent of farms are incorporated. 


Farm and non-farm business income here does not include 
capital gains. 
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2. THE ISSUE OF RESTRICTED FARM LOSS FOR PART-TIME FARMERS 


The rules restricting the deductibility of farm losses from non-farm 
income of part-time farmers are in Section 31 of the Income Tax Act. 
Where a taxpayer's chief source of income is neither farming nor a 
combination of farming and some other source, the amount of farm losses 
that may be deducted from other sources of income cannot exceed $2,500, 
plus one-half of the amount by which the farm loss exceeds $2,500, to a 
maximum of $5,000. Any farm loss above these limits is the taxpayer's 
"restricted farm loss'' for the year. It may be carried forward for 10 
years or back for three years to be claimed against farming income. To 
the extent that a restricted farm loss is comprised of interest expense 
or municipal taxes on farm land, a taxpayer may forgo their deduction 
and, instead, add their amount to his adjusted cost base of the land, 
thereby reducing the amount of any capital gain that may result on the 


sale of the property. 


Section 31 draws a distinction between full-time and part-time farmers 
who are in the business of farming. Whether or not an activity is a 
business depends on a complex of factors, but to constitute a business 

it is essential that there be a reasonable expectation of profit. This 
is so for all activities and is a basic test for distinguishing between 

a business and a personal activity or hobby. If there is no expectation 
of profit with respect to an activity, no portion of any loss from that 
activity is deductible for tax purposes. It is not the purpose of 
Section 31 to establish whether there is reasonable expectation of profit 
from a farming operation. This section only applies where the taxpayer's 
farming activity has a reasonable expectation of profit and serves to 
restrict the deductible farm loss for those who are in the business of 


farming on a part-time basis. 


Brief History of Provision 


To appreciate the purpose and interpretation of the provision limiting 
the deductibility of farm losses by part-time farmers, it is useful to 


review briefly its history. 
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Two years following the enactment of the Income War Tax Act of 1917, a 
provision was added to it providing that in determining taxable income a 
taxpayer could not deduct a business loss from the income of his "chief 
position, occupation, trade, business or calling". This provision in 
effect prohibited any taxpayer from deducting losses incurred by him in 
secondary activities from the income of his principal activity. While 
the provision was worded generally, the following statement by the then 
Minister of Finance, Sir Thomas White, suggests that he was concerned 


primarily with part-time farmers: 


"Not long ago it was brought to my attention that a man who 
had a large income took it into his head that he could become 
a successful farmer. They say when a man does fancy farming 
he is an agriculturist, as distinguished from a farmer who 
does real farming and makes money. The agriculturist nearly 
always loses money, and we do not propose to let him set up 
any loss in this enterprise. We will assess him on his income. 
We do not desire to discourage him from going into farming, 

but do not think he should set up such losses against a 


substantial income he derives in the city." 


In 1948 an amendment was introduced altering the words "chief position, 
occupation, trade, business or calling" to chief source of income. This 
change brought passive investment income within the purview of the 
restrictions to the extent that it could be considered a taxpayer's chief 
source of income. The effect of this was that losses from a farming or 


any other activity were deductible only against other secondary sources 


of income. 


In 1951, subsections were added to the provision that, for the first 
time, singled out farming activity explicitly for separate treatment 

from that accorded other businesses. The wording of the new provisions 
was similar to that of the present Section 31 and provided that, where a 
taxpayer's "chief source of income for a taxation year is neither farming 
nor a combination of farming and some other source of income", the 


permissible farming loss deductible from all other sources of income was 
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the lesser of one-half the farming loss for the year or $5,000. The 
general restriction on the deductibility of other business losses 


remained in effect. 


Until the time of this amendment, although business losses, including 
farming losses, could not be deducted from a taxpayer's chief source of 
income, they could be deducted without restriction from secondary sources 
such as investment or rental income. This followed from the fact that 
the original provisions only stipulated that a taxpayer's total income 
for tax purposes could not be less than his chief source of income. 
Accordingly, losses could be deducted against secondary sources of income 
without restriction. After the 1951 amendments, this continued to be 

the case for all types of part-time business losses except part-time 
farming losses, the deduction of which was now limited to $5,000 against 
all sources of income. The rationale for the deductibility of one-half 
of farm losses up to $5,000 is provided in the following quote by the 
then Minister of Finance, Hon. Douglas Abbott: 

", . . this section is intended to give some measure of relief for 
those who may be colloquially known as gentlemen farmers, whose 
principal occupation is not farming. Again this confirms what was 
an administrative practice over a great many years, during which 
the income tax branch allowed 50 per cent of the cash losses 
incurred in this type of farming, secondary income; and by cash 
losses it meant without charging depreciation. It was a rule 
which, as it developed, (was) probably not strictly justified under 
the Act." 


In 1952 the general provision prohibiting taxpayers from netting 
secondary business losses from their chief source of income was repealed. 
The 1952 changes opened the way for taxpayers to aggregate income and 
losses from all their activities and pay tax only on the net amount. 

The only exceptions to this rule were taxpayers who incurred part-time 
farming losses. In defending this provision, the Minister of Finance, 


Hon. Douglas Abbott, stated: 
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", . . gentlemen farmers never make money from their farms. 
They always lose money; and they write off that loss against 
income from other sources, such as salary or investment income. 
The section as introduced last year was of course to limit 


that write-off to the lesser of the two figures mentioned." 


The provision has remained essentially unchanged since 1952, except that 
in 1958 the first $2,500 of part-time farm loss was made fully deduc- 
tible, instead of only one-half deductible. The maximum deduction has 
remained at $5,000. 


While the current provision has now been in the Income Tax Act for over 
three decades, what constituted "chief source of income" was subject to 
conflicting opinions until the decision of the Supreme Court of Canada 

in Moldowan v. The Queen provided some guidance on the subject in 1977. 


In this decision, farmers were classified into three categories: 


(i) those for whom farming may reasonably be expected to provide 


the bulk of income or the centre of work routine; 


(ii) those who do not look to farming, or farming and some 
subordinate source of income, for their livelihood but carry 


on farming as a sideline business; and 


(iii) those who do not look to farming, or farming and some 
subordinate source of income, for their livelihood and who 


carry on farming as a hobby. 


In the opinion of the Court, the restriction in Section 31 applies only 
to those in the second category. Those in the first category can deduct 
farm losses in full against off-farm income, while those in the third 

category cannot deduct any of their farm losses because they do not meet 


the test of being in business. 
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Statistical Profile of Part-Time Farmers 


The following statistics give an overview of current experience with 
part-time farm losses. As noted earlier, individuals are classified to 
full-time and part-time categories by comparing their gross farm revenues 
with off-farm incomes. While this criterion does not accurately portray 
the degree of farm involvement in all individual cases, it is useful in 
highlighting the major tax issues associated with the deductibility of 
farm losses. It results in classification of 94 per cent of individuals 


with restricted losses as part-time farmers. 


Table 10 


Profile of Individuals Reporting Net Farming Losses, 1981 


Full-time Part-time 
farmers farmers Total 

Number of individuals 

in category 277,604 174,800 452,404 
Number of individuals 

reporting a loss 48,605 124,074 1725679 
Percentage of individuals in 

category reporting a loss L757 71 OR 38.22% 
Total losses ($ million) Sazac $618.8 $1 ,041.9 
Amount restricted ($ million) $86.8 


Number of individuals with a 
restricted loss 34,471 


Source: Revenue Canada, taxation data. 


Table 10 shows that, in 1981, 452,404 individuals reported farming income 
(either positive or negative). Of this total, 277,604 were classified 

as full-time farmers and 174,800 as part-time. Among the part-time 
farmers, 124,074 (or 71 per cent) reported farming losses; only 17.5 per 
cent of full-time farmers reported losses. Part-time farmers accounted 


for 72 per cent of all individuals reporting farm losses. 


Part-time farmers also reported the largest amount of losses. Total 
farming losses reported in 1981 were over $1 billion, of which $618.8 
million (59.4 per cent) were reported by part-time farmers. However, 


only $86.8 million of these losses were restricted in that year. This 
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was in part due to the fact that the definition of part-time farmers 
used here for statistical purposes does not coincide with the one used 
by Revenue Canada for tax assessments. Many individuals with gross farm 
sales less than their income from other sources have been claiming a 


full deduction of their losses. 


There is also evidence that many part-time farmers self-restrict by 
restraining their use of tax incentives to keep their reported loss 
below the permissible limits. The restricted loss figure in Table 10 
may therefore be a substantial understatement of the actual increase in 
allowable losses that would result if the Section 31 limits were removed 
or significantly increased. For example, about 80 per cent of all part- 
time farmers with losses report losses under $5,000 and could potentially 


create larger losses to benefit from an increase in the limit. 


Table 11 categorizes individuals with restricted farm losses, part-time 
farmers with losses, and full-time farmers with losses by gross farm 


sales. 


Table 11 


Distribution of Individuals with Farm Losses 
by Gross Farm Sales, 1981 


Individuals All part- Full-time All 
Gross farm with restricted time farmers farmers full-time 
sales bracket farm loss with losses with losses farmers 


(percentage of total in each bracket) 


$ 5,000 and under ai beyS) 54.9 4.8 225 
595,001) => 5. 10,000 20.6 215 9.0 D oul 
$10,001 - $ 25,000 Bsa2 13.0 31.6 2069 
$25,001 - $ 50,000 52 Al 2a2 292 
$50,001 - $100,000 wo ss bf hee 2:8 Bk 
over $100,000 n.5 Ad) 12.87 14.2 
100 100 100 100 

Number of individuals 

with loss 34,471 124,074 48,605 277,604 
Source: Revenue Canada, taxation data 
Note: The part-time farmer category includes all non-full-time 


farmers with losses, both those with and without a 
restricted loss component. 
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The figures show that the distribution by sales, both for individuals 
with restricted losses, and for part-time farmers who had losses in 
general, is quite different from that of full-time farmers (with or 
without losses). Seventy-eight per cent of restricted individuals and 
76 per cent of all part-time farmers with losses reported gross farm 
sales under $10,000. Only 14 per cent of full-time farmers in a loss 
position, however, had sales under $10,000. In fact, 74 per cent of all 
part-time farmers, both those with losses and those with profits, 
reported gross farm sales under $10,000; only 7.6 per cent of all 


full-time farmers reported gross sales under $10,000. 


The data indicate that part-time farmers are engaged in limited farming 
activity relative to total output of the sector. In 1981 the 174,800 
part-time farmers accounted for only 8.1 per cent of total farm sales. 
In fact, for the more than 90,000 part-time farmers with sales under 
$5,000, the net losses reported for tax purposes substantially exceeded 


sales. 


Are losses reported consistently, year after year, or only occasionally? 
Tax-filer data were examined for a 13-year period, 1967-1979. Table 12 
shows the percentage of individuals by non-farm income class who reported 
farming losses for at least 50 per cent or 100 per cent of the years 


that they reported farming activity. 


Table 12 


Non-Farm Income and Frequency of Farm Losses Among Those Reporting 
Farming Activity, 1967-1979 


Percentage of individuals 


reporting farm losses 


Average annual 


non-farm income in At least half All of 
constant 1979 dollars of the years the years 
$ 5,000 and under en | 5.0 
$ 5,001 - $10,000 38.9 ro 
$10,001 - $20,000 66.2 40.4 
$20,001 - $50,000 76.7 56.2 
Over $50,000 91.3 56.5 


Source: Revenue Canada, taxation longitudinal data. 


Note: Many individuals included in the file did not report farm 
activity for the entire 13-year period. 
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Table 12 makes it clear that, among farm tax-filers, those with higher 
off-farm incomes claim farm losses more often than do others. For those 
with average off-farm incomes greater than $50,000 in 1979 dollars, for 
example, 91.3 per cent reported farm losses in at least half of the years 
and 56.5 per cent reported losses in all of the years. For those with 
average off-farm incomes of $5,000 or less, just 12.1 per cent reported 
farm losses in at least half of the years and only 5 per cent reported 


losses in all years. 


The average size of farm losses increases steadily as off-farm income 


increases. Table 13 below shows this relationship for part-time farmers. 


Table 13 


Farm and Off-Farm Income by Part-Time 


Farmers Reporting Farm Losses*, 1981 


Average 
total Average 
Average Average income gross 
Number of off-farm farm after farm farm 
Farm loss returns income loss loss sales 
($) ($) ($) ($) 

Over $100,000 105 406,486 -187,019 21954672 1207610 
$50,001 - $100,000 507 248,864 -72,623 176,241 41,203 
$25,001 - $50,000 LU Sat 106,611 -31,769 74,843 ig tp 7 94 Wa 
$10,001 - $25,000 6,614 42,265 -14,976 Zp AD 135143 
$ 5,001 - $10,000 12,496 27,418 -7,054 20,366 8,641 
§ 2,501 - $5,000 52,306. 34,402 -3,882 30.0520 6,,42/ 
5 0 - $2,500 49,698 Zr H leo -1,190 Dcege Lah, 6,664 
Source: Revenue Canada, taxation data. 
* The table excludes 1,320 individuals who had a loss carry-over from 


a previous year but who did not report any farm sales during 1981. 


Table 13 shows that average income before farm losses for part-time 


farmers ranged from a low of $23,415 for the lowest loss category to 


$406,486 for the largest loss category. 


shows that the average farm loss increased steadily with off-farm income, 


The third column in the table 


from a low of $1,190 for the bottom income group to a high of $187,019 


for the top income group. 


The relationship is what could be expected, 


since the tax saving from a farm loss for the top income groups with 
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high marginal tax rates is much larger than for the lower income groups. 


For the largest four loss groups, the average farm loss exceeds their 


average gross farm sales. 
most of the loss categories is small. 


part-time farms are small scale operations. 


The absolute size of gross farm sales for 
This is not to suggest that all 


There are many part-time 


farmers who report gross farm sales comparable to full-time farmers. 


Average income after farm loss is always highly positive for each cate- 


gory of part-time farmers, suggesting that the farm losses may represent, 


not real economic losses, but tax losses generated with cash-basis 


accounting. 


Table 14 parallels Table 13 but for full-time farmers. 


Table 14 


Farm and Off-Farm Income by Full-Time 
Farmers Reporting Farm Losses*, 1981 


Farm loss 


Over $100,000 
$50,001 - $100,000 


Number of 
returns 


206 

896 
2,420 
6,447 
o WP a J 
9,818 
18,851 


Average 
off-farm 
income 


($) 


124,174 
79,413 
335918 
18,332 
14,214 
12,170 

9,426 


Revenue Canada, taxation data. 


$25,001 - $ 50,000 
$10,001 - $ 25,000 
$ 5,001 - $ 10,000 
$ 2;501-—-$—-5,;000 
$ 1 =S...2,500 
Source: 
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Average 
farm 
loss 


($) 


-198,563 
-65,243 
-35,122 
-16,167 

-/,221 
-3,946 
-1,176 


Average 
total 
income 
after farm 
loss 


($) 


-87,651 
12,308 
—3,090 

1,102 
6,320 
7,549 
7,701 


Average 
gross 
farm 
sales 


($) 


620,767 
2135270 
105,668 
70,672 
41,488 
49,528 
31,489 


The table excludes 674 individuals who had a loss carry over 
from a previous year but who did not report any farm sales in 
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While off-farm income and size of farm loss are positively related for 


both full-time and part-time farmers, the situation for full-time farmers 


is significantly different in important ways. 


First, average gross farm 


sales in each loss category are much higher for full-time farmers than 


for part-time farmers and are never exceeded by the average farm loss. 
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Second, the average off-farm income figures are much lower for full-time 
farmers. Third, the incomes of full-time farmers after farm losses are 
very low, and in two categories actually negative, implying zero or very 
low tax value of the losses. This suggests that the farm losses of 
full-time farmers are real losses, not those generated with cash-basis 
accounting for tax deferral purposes. Finally, although not shown in 
the table, three-quarters of off-farm income of full-time farmers is 
passive investment income, while over 60 per cent of the off-farm 


income of part-time farmers is other business or employment income. 


Impact of Section 31 


In light of the above and other available material, the restriction on 


the deductibility of farm losses is seen to be serving three purposes. 


First, it prevents undue revenue costs of tax benefits intended for 
full-time farmers. As noted earlier, the Income Tax Act contains special 
provisions for farmers that are not available to other businesses and 
individuals. They provide opportunities for significant tax deferral. 

If it were not for the restriction on the deductibility of farm losses 
for part-time farmers, the tax costs to the government of these incen- 
tives would be significantly increased. The benefits of the special tax 
incentives for agriculture could be used without limit to reduce taxable 
income from off-farm activities for which the incentives were not 


intended. 


Second, the restricted loss provision affects the competitive position 
of full-time farmers vis-a-vis part-time farmers. The tax incentives 
are more valuable to part-time farmers with high off-farm income than to 
full-time farmers with limited off-farm income. Also, if part-time 
farmers were allowed to deduct the carrying charges on farm land without 
limit (while deferring the tax liability on any capital gain) and to 
defer tax on other income through cash-basis accounting, speculation in 
farm land could be expected to increase significantly. This would 
inflate the value of farm land, increasing the financial requirements of 


new farmers and those wishing to expand their farm operations. It must 
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be noted, however, that even among full-time farmers, there are substan- 
tial variations in the level of off-farm income. Full-time farmers with 
high incomes currently benefit in the same way as would part-time 


farmers in the absence of Section 3l. 


Third, the restricted farm loss provision limits the tax revenue losses 
from a generous interpretation of whether a farming activity has a 
reasonable expectation of profit. To put it differently, the restricted 
loss provision creates a middle ground between full-time farmers and 
those farming without any expectation of profit. As it is not always 
easy to determine the expectation of profit, the middle ground minimizes 
the need for a rigid enforcement of this test and the resulting 
potential disputes between Revenue Canada and taxpayers, especially 
where the loss amounts are small. The extended loss carry-over 
provisions ensure that a farm operation that actually does produce 
profits over the long term can deduct losses to the extent of such 


profits. 


Experience in the United States 


The United States, unlike Canada, has not imposed general restrictions 
an the deductibility of farm losses by part-time farmers. This has been 
a topic of ongoing debate among farmers and other interested groups in 
that country and a brief overview of their experience may be helpful in 


evaluating policy options for Canada. 


Farm groups in the United States have generally been opposed to the use 
of farming as a tax shelter by outside investors because of its poten- 
tial negative effects on agriculture. At the same time, they have been 
concerned that any restriction on such activity should not adversely 
affect bona-fide farmers or farm investors. The following quotations 
from various U.S. farm organizations in Congressional hearings in the 


past give a sampling of their views on this issue. 


National Farmers Organization: ... It seems particularly 


inappropriate to permit either the conglomerate corporation or 


the tax dodger to further depress farm prices by using a method 
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which deliberately incurs farm operational losses as a means 
of saving tax liabilities incurred in more profitable nonfarm 
businesses or occupations ... When there is a heavy influx of 


new capital ... the price of land is substantially bid up ... 


National Livestock Tax Committee: As advanced by the 
Treasury Department ..., the proposal to limit Artificial 
Accounting Losses (LAL) as it applied to the livestock 
industry would cause hardship to many legitimate livestock 
businesses. Furthermore, it would add undue complexity to the 
law which would make both compliance and administration 
difficult. Moreover, LAL is not needed in order to curb the 


so-called abuses by a few tax profiteers in the industry. ... 


Farm Bureau Federation: We favour enactment of legislation to 
place a limit on the amount of farming losses which can be 
used to offset nonfarm income for federal income tax purposes, 
except in the case of taxpayers who file farm returns on an 


accrual basis. 


National Catholic Rural Life Conference: Conglomerate 
corporations and individuals with large nonfarm incomes are 
being attracted into agriculture, not by any genuine interest 
in farming or in the rural community. Rather they are intend- 
ing deliberately to contrive farm losses to reduce taxes levied 
against their nonfarm incomes. Thus, unneeded capital, labour 
and management resources are being artificially injected into 
the agricultural industry, already burdened with excessive 


inputs of these resources. 


United Egg Producers: ... We do not believe tax shelters 

which serve to protect nonagricultural capital is in the best 
interest of either agriculture or our tax system... Such 
investments have added producing units which were not warranted 
by economic conditions. Many small, independent, and family 


type egg producers have been forced out of business in recent 


years. 38 
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National Grange: The National Grange would be the last 
organization to support legislation to prohibit persons 
outside agriculture from entering agriculture as full-time 
farmers or as investors supplying capital for those already 
engaged in agricultural production. We have insisted, 
however, and will continue to insist that the rules for 


playing the game be the same. 


In response to the concerns expressed, several attempts have been made 
in recent years to limit the deductibility of farm losses of part-time 
farmers in the United States. A brief chronology of these attempts 


follows. 
Prior to 1969 


Prior to the 1969 Tax Reform Act, there were no special rules relating 
to farm tax shelters. The general hobby loss rule simply applied. It 
provided that an individual could not deduct losses from a "business" in 
excess of $50,000 if the "business" suffered losses in excess of that 
amount in at least five consecutive years. Particularly for those 
engaged in tax-loss farming, it was relatively easy to break the five- 


year loss chain. 


Proposed Treasury Rule, 1969 


Concerned about the effects of tax-loss farming on the agricultural 
sector, the Treasury proposed a rule to deter use of farm tax incentives 
by non-farmers. Basically, taxpayers who used normal accounting rules 
(that is to say, who did not use cash accounting or deduct capital costs 
as expenses) could continue to deduct losses incurred without limitation. 
However, a taxpayer who used the special farm accounting rules would 
only be able to deduct up to $15,000 from non-farm income. Farm deduc- 
tions disallowed by reason of this proposal could be carried back three 
years and forward five years to be deducted against any net farm income 


for the years. 
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Rule Adopted in 1969: Recapture of Excess Farm Deductions 


Instead of the Treasury proposal, a fairly complicated system of limiting 
and preventing ordinary business deductions from being converted into 
capital gains on sale was adopted in 1969. Basically, the rules were 
designed to recapture (at ordinary income tax rates) abnormally large 
farm losses incurred by taxpayers who had large amounts of non-farm 
income. It required taxpayers with non-farm adjusted gross income 
exceeding $50,000 and net farm losses exceeding $25,000 to establish and 
maintain an "excess deductions account" (EDA), which provided a cumula- 
tive record of the excess of these large farm losses over the taxpayer's 
net farm income. On a sale of the farm, any gain was recaptured as 
ordinary income up to the amount of the balance in the EDA. This provi- 
sion did not apply to taxpayers using accrual accounting who used inven- 
tories and capitalized their farm expenditures pursuant to normal tax 
accounting, regardless of the level of the taxpayers' farm losses or 


non-farm income. This provision was repealed in 1976. 


Proposed House Reforms, 1976 


In 1976 comprehensive rules dealing with tax shelters were proposed. 
These provisions, limitations on artificial losses (LAL), would have 
required that "accelerated deduction" could not exceed a taxpayer's net 
income from related sources in the taxable year in which the deductions 
were incurred. Any excess amounts were to be deferred and recorded in a 
deferred deduction account. The excess could then have been used to 
offset net related income in future years or capital gains from the sale 


of the property that was the source of the expenditures. 


Thus LAL would have limited the use of accelerated deductions resulting 
from farming operations to application against farm income only. An 
exception to the rule was proposed to accommodate farmers who found it 
necessary to supplement their farm income. Basically, a farm loss 
produced by accelerated deductions could be deducted currently (without 
regard to the LAL limitations) against the taxpayer's non-farm income up 


to $20,000. For example, an individual who sustained a net farm-loss of 
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$20,000 but received non-farm income of $20,000 during the taxable year 
would have been allowed to currently offset the entire amount of his 
non-farm income with the farm loss. If the individual's non-farm income 
exceeded $20,000, then the amount of the farm loss resulting from accel- 
erated deductions which could have been used as a current deduction would 
have been reduced by $1 for each $1 of non-farm income in excess of 
$20,000. As a result of this limitation, an individual who received 
non-farm income of $40,000 or more would have been forced to place his 


farm accelerated deductions in a deferred deduction account. 


Present Law 


Instead of attempting to legislate generally against tax shelters in 
1976, Congress tried to prevent the use of farms as tax shelters by 
legislating with respect to two situations where they were frequently 


used as such: 


Accrual Accounting for Farm Corporations: Certain corporations and 


partnerships having a corporation as a partner, which engage in the 
business of farming must use the accrual method of accounting and 
must capitalize pre-production expenses. Six types of corporations 
are exempt from this rule. The most significant are corporations 
where at least 50 per cent of the total voting power of all classes 
of voting stock is owned by members of the same family and 
corporations that have gross receipts of less than $1,000,000 a 


year. 


Expenses of Farming Syndicates: A farming syndicate (any farming 


enterprise in which interests have been offered for sale to the 
public) is required (1) to deduct expenses for feed, seed, fertil- 
izer, and similar supplies no earlier than the year in which such 
items are used or consumed, (2) to capitalize the costs of poultry, 
and (3) to capitalize pre-production period expenses of orchards 


and vineyards. 
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Concerns about Existing Rules in Canada 


There has been extensive consultation between government officials and 
major farm organizations on the restricted farm loss provision over the 
past summer. While farm groups recognize the need for a provision that 
targets farm tax incentives to bona-fide farmers, they have expressed 
concerns about the application of the current provision in certain 


circumstances. 


First, the Section 3l restriction may be applied inappropriately to 
beginning farmers. They may require an off-farm income during their 
start-up years, and may not be able to prove their intention to make 
farming their chief source of income. Court interpretations and Revenue 
Canada guidelines are fairly broad, go far beyond the mere comparison of 
dollar amounts and, in principle, accommodate start-up farmers; but it 
may be difficult to ensure clear-cut and consistent application of the 


law in all cases. 


Second, concerns have been expressed about the boundary between ongoing 
full-time and part-time farm operations. This boundary cannot be deter- 
mined precisely in all cases and requires discretionary judgement. 
Changes have occurred recently in the administration of the rules 
following the decision of the Supreme Court of Canada in Moldowan v. The 
Queen in 1977. Farmers are considered to be full-time and not subject 

to any restrictions on the deductibility of losses when their major 
occupation is farming, even if they may have other sources of income 

from investments, sideline businesses, or employment. Although the 
simple comparison of farming income to other income is relevant, it alone 
does not determine whether an individual is a full-time farmer. Net and 
gross farm incomes, capital investment in the farm, cash flows from 
farming, and any other relevant information may be used in determining 
the extent of an individual's engagement in farming. For beginning 
farmers, due weight is given to evidence of planning and developing a 
farming activity. To deal with the situation of fluctuating farm incomes 


from year to year, consideration is also given to the individual's income 
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sources and activities in previous years. While these approaches to the 
administration of Section 31 appear to meet many of the concerns of the 
past, there do remain some difficult borderline cases which require 


recourse to the courts. 


Third, even where it is clearly established that:a particular farm is 
operated on a part-time basis, the question arises whether it is 
equitable to deny full deduction of losses. This may be perceived as 
especially inequitable when the farm is operated on a large scale, 
comparable to many full-time operations. For example, there are 
approximately 3,000 individuals with gross farm sales of over $100,000 
who could potentially be subject to the Section 31 restriction. Is it 
appropriate to deny the full deduction of farm loss to such individuals 
when full-time farmers with substantial passive investment income are 


permitted to claim a full deduction of their losses? 


Fourth, it has been suggested by many farm groups that there is a need 
for a more effective control on the deductibility of losses by marginal 
farm operations. For example, there are approximately 130,000 individ- 
uals with gross farm sales of less than $10,000 who reported 

$374 million in farm losses in 1981. Many farm groups have expressed 
the need for closer scrutiny of such farm operations to determine 
whether they could reasonably be expected to yield a profit. This 
problem is, of course, not unique to farming. The Income Tax Act cannot 
define reasonable expectation of profit because it entails evaluation of 
a complex of factors. It may be difficult as an administrative matter 
to establish any precise criteria for evaluation of marginal farm 
operations. The existing measure in Section 31 serves as a form of 


compromise in many borderline situations. 


Basic Policy Questions 


The fundamental question is whether Canadian tax law should continue to 
provide a limitation on the use of farming tax shelters by part-time 


farmers. If yes, a second question is what form it should take. 
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Part-time farmers have argued that the present limitation discriminates 
against them. Losses from other businesses can be offset against a 
taxpayer's other income without limit, but the deductibility of farm 
losses is restricted for part-time farmers. They also point out that 
the restriction deprives farming of outside equity capital which is an 
important source of financing for future growth. Farming operations 
require significant capital investments and it is desirable that all 


valid sources of capital flowing into agriculture be encouraged. 


Many part-time farmers make a valuable contribution to agriculture. 
However, when generous tax incentives are provided, some form of restric- 
tion is often put on their use by those for whom the activity affected 

is not their principal business. Capital cost allowances on rental 
properties or leased equipment, for example, generally cannot be offset 
against non-rental or non-leasing income unless rental or leasing were 
the principal business activity of the taxpayer. The fundamental 
question is thus how widely the special tax provisions for farmers 

should be available to those reporting part-time farming activity, 
especially given the current fiscal constraints on the federal 


government. 


Farm organizations, during consultations with government officials, have 
expressed the desirability of ensuring that farm incentives are targeted 
to bona-fide farmers. While no consensus has yet emerged on a preferred 
course of action, given their concerns about the operation of the 
current rules, they have presented and discussed various alternative 
ways of limiting the use of farm tax incentives. A first type of 
limitation would provide for a more liberal deduction of purely economic 
losses, as distinct from losses created through the use of the tax- 
incentive provisions. This could be achieved by removing any restriction 
on losses measured before claiming deduction of inventory purchases, 
interest on funds borrowed to purchase land, and other similar items. 
This approach would represent a form of accrual accounting. This would 
help distinguish operating losses from losses generated through the use 
of tax incentives. If applied to all farm tax-filers, it would obviate 
the necessity for distinguishing between part-time and full-time 


farmers. Some groups have suggested that the deductibility of operating 
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losses on an accrual basis be made available to beginning/part-time 
farmers on an optional basis. While this approach may provide some 
relief, it would necessitate continuation of administrative rules for 
verifying the full-time farmer status of those continuing to file on the 


cash-accounting basis. 


A second type of limitation involves imposing restricted loss 
deductibility only on individuals with substantial off-farm income. 
Individuals with limited off-farm income -- say, $20,000 or less -- 
could deduct their farm losses fully, whereas persons with higher 
off-farm income would have the deduction reduced by, for example, one 
dollar for every dollar of off-farm income above the threshold. If 
applied uniformly to all tax-filers, it would again obviate the necessity 
of distinguishing between full-time and part-time farmers. Most full- 
time farmers would continue to be able to deduct their farm losses in 
full as their off-farm incomes would be below the threshold. Some full- 
time farmers with substantial off-farm investment income might no longer 
be able to deduct their farm losses in full. However, the provision 
would address concerns about the current inequities between full- and 
part-time farmers with substantial off-farm income. The provision, by 
limiting the deduction of farm losses to those with income below the 
chosen threshold, would automatically limit the use of farming for purely 
tax planning purposes. The major difficulty with this option is that it 
effectively removes the limit on deductibility of farm losses by 
part-time farmers with incomes below the threshold. Given that such 
individuals account for a very substantial portion of farm losses from 
marginal farm operations, it could result in significant revenue costs. 
The costs would increase over time as more individuals set up marginal 


farm operations to take advantage of the measure. 


A third option is to tie the limitation on loss deductibility to the 
extent of farming activity undertaken by the individual. One measure of 
farming activity could be the value of farm production net of purchased 
inputs, commonly referred to as value added. This option is motivated 


in part by the concern of farm organizations about very substantial loss 
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deductions being claimed by marginal farm operations. This option, by 
itself, amounts to a removal of the current restriction on part-time 
farmers who exceed the chosen value-added/farm-production threshold. It 
could thus encourage further tax planning activity and result in 
substantial revenue costs over time. This option could, however, serve 


as a useful supplement to either of the first two options above. 


One other category of suggestions aims at improving the administration 
of the current restricted-loss rules. Some have suggested that the 
rules themselves are not objectionable, but that the application of the 
rules is occasionally inconsistent. They suggest, therefore, that 
Revenue Canada utilize the services of agricultural professionals, 
agrologists, or farm-community-based advisory boards in auditing farm 
tax-filers. Other suggestions have included further clarification of 
the interpretation of the provisions, and earlier notification of 


reassessment making a change in farm-tax status. 


= it) = 


3. THE ISSUE OF TAXATION OF CAPITAL GAINS ON FARM LAND 


Taxation of capital gains has been subject to criticism by farmers as 
well as other groups since 1972 when they first became taxable. The 
farm community has noted that the requirement to pay the tax on accrued 
gains could be onerous when farmers transfer the farm to their children 
for no consideration in cash. Concern has been expressed that accumu- 
lated gains on farm land are a farmer's major source of retirement income 
and their taxation is less generous than the treatment accorded to 
retirement savings contributions of other individuals. They also point 
out that a portion of the gain on farm property has been the result of 
inflation and is thus illusory; it does not represent increased ability 
to pay. It has also been suggested that using 1971 as the base year for 
valuing taxable capital gains has been unfair to farmers because farm 
land values were unusually low in that year owing to depressed farm- 


output prices. 


A number of provisions have been introduced since 1972 to meet some of 
these concerns. Farmers are now permitted to defer the tax on accrued 
capital gains when they transfer farms to their children or grandchildren. 
When they sell their farms in this way and receive the sale price in 
instalments, the tax on the gain can be spread over 10 years through the 
10-year reserve provision. The forward-averaging mechanism, while 
perceived to be not as generous as the Income Averaging Annuity Contracts 
that it replaced in 1981, is of special benefit to farmers cashing in 
their accrued capital gains upon retirement. The recent Income Tax Act 
amendments include another provision allowing farmers to contribute up 


to $120,000 of taxable capital gains on farm land to an RRSP. 


To facilitate an examination of the issues in this area, let us look at 


background data. 


The total appreciation in the value of farm land and buildings between 
1971 and 1982 was $87 billion. About $60-70 billion of that amount 
remains accrued but unrealized for tax purposes even after allowing for 


recent declines in farm land prices. The turnover of farms is slow -- 
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only about 6 per cent of farms change hands each year. Small farms 
change hands more frequently than large. For example, farms with sales 
under $10,000 change hands on average every 10 to 15 years, while those 
with over $25,000 in sales do so every 30 to 35 years. Much of the 
post-1971 gain that remains to be realized for tax purposes is thus 


probably concentrated in larger farms. 


Table 15 provides information on the distribution of farm capital gains 
by income class in 1981. As in the case of capital gains from other 
sources, farm capital gains accrue disproportionately to those in higher 
income brackets. For example, those with incomes in excess of $100,000 
represented only seven-tenths of one per cent of farm tax-filers but 
accounted for 17.4 per cent of total capital gains. The average amount 
of their gain, at $89,500, was significantly higher than the amounts 
realized in lower-income brackets. The fact that a disproportionate 
share of capital gains is earned by higher income individuals was one of 
the main reasons for requiring the inclusion of capital gains in income 


beginning in 1972. 


Table 15 


Capital Gains Reported by Individuals in Farming, 1981 


Average 

total income Per cent Average 
(excluding Per cent of of capital capital 

capital gains) individuals gains income gain 
(per cent) (per cent) (dollars) 
Under $30,000 Sils 5 52.0 11,477 
$30,000 - $50,000 1522 14.7 10,284 
$50,000 - $100,000 ee, Sais, 22,160 
Over $100,000 a3 17.4 89,500 


Source: Revenue Canada, taxation data. 


Capital gains represent increased ability to pay, as do other sources of 
income such as business income, dividends, interest, and wages and 


salaries. Since capital gains are realized more frequently and in 
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larger amounts by those in the upper-income ranges, it was felt at the 
time of the 1972 tax reform that their exclusion from income for tax 
purposes would create inequity. Furthermore, the broadening of the tax 
base through the inclusion of capital gains in income permitted a 
significant lowering in the top marginal tax rate, which was 80 per cent 
in 1971. On the other hand, it was recognized that the special nature 
of capital gains justified bringing only one-half of them into income 
for tax purposes. With the current top marginal rate of 50 per cent, 


the maximum tax on capital gains is thus limited to 25 per cent. 


Table 16 below provides data that permit an examination of the retirement 
savings contributions of farmers and non-farmers to RRSPs and registered 


pension plans (RPPs). 


Table 16 


Utilization of RRSPs and RPPs by 
Farmers and Non-Farmers 


Non-farm 
business All 
RRSP contributions, 1980 Farmers* proprietors** non-farmers 


(per cent) 
Per cent contributing 1524 15.6 13.0 


Per cent contributing 
up to allowable limit 6.8 be 3 4.4 


RRSP contribution as 
percentage of total 
income excluding 
capital gains income Sag 2.8 1.8 


(dollars) 
Average RRSP contribution 
per contributor 2,693 2,119 1,903 


Average RRSP contribution 
per filer 415 331 247 


Combined RRSP and RPP contributions as percentage of total income 
excluding capital gains, averaged for 1980-81 


- employees 3.502% 
- farmers* an hg, 
- all non-farmers 3.29% 


Source: Revenue Canada, taxation data. 


* Excludes part-time farmers. 
kk Excludes fishermen and self-employed professionals. 
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The data in the top half of the table indicate that farmers use RRSPs to 
a similar or somewhat greater extent than do other taxpayers or non-farm 
business proprietors. For example, the average contribution per farmer 
contributor was $2,693 by comparison with an average of $1,903 for all 
other contributors. A larger percentage of farmers than of other groups 
contribute to the limit and contributions are a larger proportion of 
farmers' total incomes. The bottom half of Table 16 shows the combined 
contributions to both RRSPs and registered pension plans by farmers and 
other groups. The contribution rates are similar, with employees con- 
tributing a slightly higher percentage of their incomes to RRSPs and 
RPPs than farmers, and farmers contributing slightly larger percentages 
than the other groups of taxpayers. The data, however, do not include 
employer contributions to RPPs; these are larger for employees than for 
farmers and other self-employed individuals. It is probable that, 
including employer contributions, total pension contributions for 
employees exceed those for farmers and non-farm business proprietors. 
Retirement savings contribution limits for self-employed individuals 
(farmers as well as others) do not compare favourably with those 
available to employees through employer pension plans. The new 
contribution limit system proposed in the February 1984 budget, which is 


to be the subject of further discussion, addresses this issue. 


Other provisions also allow farmers to accumulate savings on a tax- 
deferred basis. These include the special measure introduced in 1984 
that allows additional RRSP contributions of up to $120,000 of farm 
capital gains. In addition, the tax deferral benefits of cash-basis 
accounting are not subject to any dollar limits. They permit farmers a 
great deal of flexibility in tax planning, and let them invest savings 
in their own farm businesses rather than tie them up in a passive 
investment such as an RRSP. The benefits of deferral of tax on accrued 
but unrealized capital gains on farm property are similar to those of an 
RRSP. Calculations show that net-of-tax accumulation of funds from a 
given investment in an RRSP is similar to an equivalent investment in 
farm land held for 15 to 20 years or longer. The reason for this is 
that while an RRSP investment, unlike an investment in farm land, is 
deductible from income, any return on that investment is fully taxable 


at the time of withdrawal from the plan. By contrast, only one-half of 
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capital gains on farm land are subject to tax upon realization. Also, 
carrying charges for land are fully deductible each year as incurred, 


while no deduction can be claimed for such charges for RRSP investments. 


To summarize, accruals of capital gains since 1971 have been substantial 
but largely not yet realized and brought into income for tax purposes. 
This is particularly so for larger farms that change hands infrequently. 
Higher-income individuals account for a relatively larger share of farm 
capital gains. Farmers' use of RRSPs is similar to that of other 
Canadians. Cash accounting and other provisions allow farmers tax 
deferral opportunities, the benefits of which are similar to those from 


an RRSP. 


Exemption of Farm Capital Gains From Tax 


What issues arise in completely exempting capital gains on farm land 
from tax? At first glance, such a provision appears straight-forward. 
For example, a farmer who sold a property that cost $100,000 to another 
farmer for $500,000 would have a tax-free capital gain of $400,000. At 
present, he includes $200,000 of this gain in his income for tax 
purposes. On further examination, there are a number of policy issues 


that would have to be considered. 


¥ 


Definition of Eligible Farm Land 


In most cases where a parcel of land has always been used in farming and 
still is, the definition of farm land would not be an issue. Difficul- 
ties would arise, however, if land were slated for real estate develop- 
ment. How does one treat land used for farming for several years but 
lying fallow and awaiting development? It would be unfair to the farmer 
if he was denied a capital gains exemption just because it was not used 


in farming for a short period before its sale. 


It could be argued that the purpose of a capital-gains exemption would 
be to assist farming and that any tax relief for land no longer farmed 


would be of little benefit to farming. If so, it might be desirable to 


eg « 


make the exemption conditional on continued use of the land for farming. 
Any period of continued farm use would be arbitrary, but this fact in 
itself may not be of concern. If eventually the test was not met, however, 
there might be no way to collect the tax. The vendor might no longer 
have the funds to pay it, or might have left the country. In any event, 
it would be inappropriate to require a vendor to pay tax on the basis of 
the actions of a purchaser over whom he has no control. Assessing the 
purchaser would not be possible since he would not know the tax position 
of the vendor. The purchaser would resist paying it and might have had 
nothing to do with the change in use (for example, if it was by expro- 
priation). Thus, any test for making the gain exempt from tax only if 


the property remained in farm use would be difficult to apply. 
Treatment of Non-land Gains 


Farms are often sold as single composite units including land, buildings, 
machinery and equipment, and livestock. If the exemption were to apply 
to capital gains on land alone, it would be necessary to allocate sale 
proceeds to various individual components. While farmers at present 
must make some allocation of sales proceeds to various properties for 
tax purposes, no allocation is necessary in many cases and the 

incentives for excessive allocation to farm land are not as great as 


they would be under a complete exemption. 


Treatment of Part-time and Hobby Farmers 


As noted earlier, a large and growing number of individuals report part- 
time farm income. Confining the exemption to full-time farmers would 
likely be perceived by part-time farmers as discriminatory and unfair 
and would exacerbate problems that currently arise in distinguishing 
between full-time and part-time farmers. Extension of the exemption to 
hobby and part-time farmers, on the other hand, would encourage 
speculative holding of land and divert funds from equities and 


alternative investment opportunities. 
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The status of an individual might change between full-time and part-time 
farmer during the period the land was held. If the exemption were 
confined to full-time farmers only, complex rules would be needed to 


determine the exempt portion of gains. 


Treatment of Farm Land Held by Corporations 


The exemption could be extended to farm land held by a corporation. Any 
appreciation in value, however, would be reflected in the value of 
corporate shares. If the land continued to be held by the corporation, 
and the farmer-shareholder sold a part or all of the shares, he would 
derive no benefit from the exemption because the gain would be a share 
gain. While fairness dictates that the exemption be available in respect 
of share gains as well, the difficulty is that share gains reflect not 
only the appreciation in value of the farm land, but also of other 
corporate assets and the accumulation of retained earnings. It is 
questionable whether satisfactory rules could be devised to determine 


what portion of share gains reflected accrued gains on farm land. 


Treatment of Losses and Borrowing Costs 


Generally, if income from a property is not taxable, any loss from the 
property, as well as any expenses incurred in connection with the 
property, are not deductible from income. Thus, for example, capital 
losses and mortgage interest on a principal residence are not deductible 
from income. Should this non-deductibility also apply to farm capital 
losses and borrowing costs for farm land if capital gains were tax- 
exempt? The main issue in denying the deduction of capital losses is 
the treatment of losses that have already accrued but not yet been 
realized. If these losses are to remain deductible, they would need to 


be determined at the effective date of the new regime. 


If the interest on funds borrowed to acquire land is made non-deductible, 
it may adversely affect the cash flow of beginning farmers, who are 
likely to be carrying relatively greater debt load. While they would 


benefit from non-taxation of capital gains, this benefit only arises 
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when the farm is sold, while interest costs are incurred each year. The 
non-deductibility of interest would likely have limited impact on 
established farmers, since they would most likely have paid off their 


debts and claimed full deduction of interest in the past. 


If interest deductibility is maintained, it would make leveraged 
financing of farm land a very attractive tax shelter for professionals 
and other high-income individuals. While any income from land invest- 
ments would be tax free, the deductibility of interest would enable 
investors to reduce or eliminate the tax on income from other sources as 
well. The resulting increase in demand for farm land as a tax shelter 
would bid up land values. This would make it even harder for genuine 


start-up farmers to enter farming or to sustain their operations. 


Treatment of Gains Already Accrued 


Gains already accrued on farm land since 1971 but unrealized amount to 
$60-70 billion. Exempting these, as well as future gains, would entail 
substantial revenue costs, and confer windfall gains to existing owners. 
It would almost certainly be criticized as unfair by individuals who 
have already sold their farms and paid tax on gains realized. Confining 
the exemption only to future gains would necessitate valuation of farm 
land at the effective date of the new measure. This would be equitable 
between those making a sale prior to and after the measure, but complex 


for both taxpayers and tax administrators. 


Impact on Land Prices 


The impact of the capital gains exemption on farm land prices would 
depend on the various features of its design discussed above. Generally, 
however, any tax preference or subsidy that makes farm land a relatively 
more attractive investment would increase demand for it and draw funds 
from other areas of investment. Since the supply of farm land is rela- 
tively inelastic, its price would rise. While this would provide wind- 


fall gains to established farmers, it would have adverse effects on 
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start-up farmers. Their capital requirements to enter farming would 
rise. With no corresponding increase in farm-output prices, start-up 


farmers would experience serious cash flow difficulties. 


Impact on Family Farms 


Exemption of farm capital gains would supersede the existing deferral of 
tax on capital gains when farm sales occur within the family. The inter- 
generational rollover was introduced because it was felt that family 
farms served a useful social, as well as economic, objective and should 
be encouraged through the tax system. A complete exemption, while bene- 
ficial to all farm groups, would remove this tax bias toward keeping the 
farm within the family. Would such a bias still be needed? If so, what 


additional tax or non-tax measures would replace the rollover? 
Revenue Costs 


The revenue costs of exemption depend crucially on the design issues 
discussed above, such as the scope of the measure, eligibility of part- 
time farmers, treatment of gains already accrued but unrealized, and the 
deductibility of carrying charges. Revenue costs would also depend upon 
the extent to which farmers use the proposed $120,000 RRSP rollover 
provision. Depending on its design features, a complete exemption for 


farm capital gains might supersede the rollover provision. 


The revenue costs would initially be limited if the exemptions were 
confined to future gains accruing to full-time farmers. An exemption 
for all gains realized on future dispositions of farm property would, on 
the other hand, entail significant costs immediately as well as in later 
years. The costs in forgone federal and provincial revenues could start 
at about $150 million a year and increase to over $300 million by 1990. 
The increase is partly because farms sold over the next five to 10 years 
will have accumulated gains over a longer period than those being sold 


now. 
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A capital gains exemption for farmers would inevitably lead to requests 
for similar treatment by other groups of taxpayers such as small busi- 
nesses and individual shareholders. Any such extensions would add to 
revenue costs and would limit the government's ability to help farmers 


in other areas of concern. 
Alternative Modifications 


It is possible to conceive of several alternative ways of providing 
relief to the farm sector. Their suitability and adequacy can only be 
assessed once the objectives of relief or areas of concern are well 
identified. The government welcomes additional input from the farm 


groups and the general public on these questions. 


Farm associations have frequently raised two concerns: first, that 

farmers are not allowed to defer tax on capital gains receipts which 
serve to meet their needs for retirement income and, second, that the 
one-half exemption of gains is not adequate to remove the taxation of 


illusory gains during an inflationary period. 


The government has already decided to proceed with the measure allowing 
farmers to contribute up to $120,000 of taxable farm capital gains to an 
RRSP. This would permit a deferral of tax on up to $240,000 of total 
gains. This limit allows farmers to defer tax on up to 60 to 7/0 per 
cent of taxable farm gains now being reported for tax purposes. For 
most small and medium-size farms, the limit is adequate to allow all of 
the gains to be rolled over to an RRSP. A new system of retirement 
savings contribution limits proposed in February 1984, still under 
consideration by the government, also provides for significantly larger 
deductions by farmers, small businesses, and other self-employed 
Canadians. The government invites comment on the adequacy of these 


proposals to meet retirement needs of farmers and on how they could be 


improved. 
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The government recognizes that inflation causes mismeasurement of income 
which should be corrected under our income tax system. The challenge is 
to find solutions that do not unduly complicate the already too-complex 
system and that do not require a battery of accountants to determine the 
inflation adjustment. One could consider whether the Indexed Security 
Investment Plan (ISIP) for share investments could be extended to farm 
land, as an alternative to the present exemption of one half of gains 
from tax. While it would be preferable to have a common inflation 
adjustment approach for all types of assets, consideration could be given 
to a separate ISIP-type plan for farm land to minimize the need for 


annual computation of accrued capital gains. 


The question of deductibility of interest costs also arises in the design 
of a suitable inflation adjustment mechanism. As with ISIPs, interest 
costs to acquire an asset should not be deductible if income from that 
asset is being reduced by an inflation adjustment. The non-deductibility 
of interest may pose difficulties for beginning farmers. They could, 
however, elect not to apply for inflation adjustment during the initial 
years when they incur substantial interest costs to purchase land. 
Alternatively, inflation adjustment could apply to only that portion of 
purchase price that is not borrowed. For most established farmers, 
non-deductibility of interest‘should not be of serious concern because 


much of their land holdings are owned outright. 


Whatever the mechanism chosen for providing relief from capital gains 
taxation, farm representatives have emphasized the need for ensuring 
that it not cause a further upward pressure on land prices. While such 
price increases are beneficial to established farmers, they depress the 
rates of return on new farm investments and make them unattractive. It 
has been pointed out that the substantial farm land price increases that 
took place over the 1970s have had such an effect and are responsible, 
in part, for the current difficulties being encountered by the beginning 
farmers. Farm groups have expressed fears that any further increase in 
land prices would exacerbate the current difficulties and be detrimental 


to long term interests of agriculture by discouraging new entrants. 
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4, THE ISSUE OF AGRIBONDS 


Agribonds have been suggested as a possible mechanism for subsidizing 
interest costs of farmers. One major question which must be addressed 
in this context is the need for such financial assistance. This is a 
very broad question which has been the subject of a federal-provincial 
task force and raises important questions of whether the farm sector, or 
parts of it, requires special assistance and, if so, how much assistance. 
The potential need for such assistance has arisen from important economic 
forces that have affected the industry. These include increased inter- 
national competition in a period of relatively constant overall demand, 
declining asset values in conjunction with high debt loads for some 
farmers, prospects for only moderate increases in farm incomes over the 
period to 1990 and considerable uncertainty about future market trends. 
All of these forces may require adjustments that might be facilitated by 
adjustments in the form or volume of financial assistance available. 

This broad issue must be addressed in the context of the current fiscal 


situation of the government and other demands on its scarce resources. 


The discussion which follows, however, is focused on the more limited 
but still important taxation question of whether any assistance to be 
given to farm financing should be delivered, at least in part, through 
the tax system, or whether it should be delivered through a direct 


government assistance program. 


Recent Proposals 


As a focus for discussion it is useful to consider one widely discussed 
proposal made by the Ontario Federation of Agriculture (OFA) in 1982. 
Under it, agribonds would be issued to investors who would accept lower- 
than-market interest rates because the interest income on the bonds would 
be subject to lower tax than ordinary interest. The lower interest rates 
would be passed through to farm borrowers. The OFA proposal envisaged a 


pool of agribonds of about $1 billion. 
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Agribonds have been discussed in a number of public forums. The House 
of Commons Committee on Trade, Finance and Economic Affairs held hearings 
on an agribond mechanism during the spring of 1984. A draft report was 


prepared but not tabled before the House of Commons was dissolved. 


The Federal-Provincial Conference of Ministers and Deputy Ministers of 
Agriculture on Farm Credit, held November 8 and 9, 1984, touched on the 
agribond issue. The Report of the Task Force on Agricultural Finance, 
prepared by officials for the conference, noted that an agribond is 
commonly understood to be a "financial instrument through which the 
agricultural sector can obtain loans at below market rates of interest 

by virtue of tax concessions to investors. Alternatively, below market 
interest rates on bonds floated for agricultural purposes can be achieved 


by the provision of direct subsidies". 


Choosing the Appropriate Mechanism 


The paper "A New Direction for Canada - An Agenda for Economic Renewal" 
issued with the Economic and Fiscal Statement on November 8, 1984, raised 
the general question of when it is appropriate to use tax-based incen- 
tives instead of direct assistance programs. There are many advantages 
of using the tax system. Taxpayers are able to assess independently 
their eligibility for a given tax measure, and plan their actions 
accordingly. With direct assistance programs, on the other hand, there 
is often the uncertainty and delay associated with a process of applica- 
tion and approval. It is not the case, however, that all desirable 
programs can be appropriately delivered through the tax system. As the 
paper notes: "Tax incentives and direct government programs have very 
different structures, administration, and effects on industry, and 
consequently there are real differences in the types of benefits that 
can be delivered by each mechanism. Grant programs tend to target 
relatively large subsidies (in terms of percentage of total costs) to 
projects after review on a case-by-case basis. The tax system is a good 
mechanism to deliver broad-based reductions in rates, or broad-based tax 


credits." 
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There are a variety of considerations which arise in an examination of 
any financial assistance to agriculture, whether through the tax system 
or direct programs. In addition, the choice of the mechanism may have 
an impact on the effectiveness of the measure. The important question 
to be addressed here is whether a tax-assisted agribond program would be 
more effective than some form of direct assistance. The following are 


some of the issues involved in a choice between the two. 


Targeting of Benefits 


Under a tax-assisted program described above, there would be three 
parties involved in the flow of funds to the agricultural sector. On 
the one side would be investors eligible to purchase agribonds and 
receive the associated tax reduction. On the other would be farmers 
eligible to borrow under the program at an interest rate that is reduced 
by virtue of the tax subsidy. Between the two would be a financial 


intermediary or agency which collected and lent out the funds. 


The program would have to be attractive enough to persuade investors to 
place their funds in agribonds rather than in competing financial 
instruments. It would have to compensate financial intermediaries for 
their costs in applying the program's eligibility requirements. Since 
the objective of agribonds is to reduce financing costs to farmers, any 
portion of the tax reduction that does not serve to reduce borrowing 
costs would constitute a leakage of benefits from the farm sector and 


reduce the efficiency of the program. 


Any government program, whether offered as a tax incentive or a direct 
expenditure, would have some leakage of benefit. At the very least, 
there would be administrative or compliance costs. There may, however, 
be other leakages associated with a tax-assisted agribond. Experience 
has shown that financing systems in which the incentive for investment 
funds is tax savings to individuals can be relatively inefficient in 


targeting benefits to the borrower. For example, the United States 
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exempts from tax interest on municipal and state bonds. Some estimates 
have shown that less than half of the benefit of the tax exemption is 


realized by municipal or state governments. 


In the U.S. case, the extent of the leakage is increased by the fact 
that investors in the bonds have different tax rates. If there is 
insufficient demand for bonds from taxpayers with the highest tax rate, 
interest rates may have to be increased to attract investors with lower 
marginal tax rates. Investors in the higher bracket will then benefit 
from a return higher than needed to attract them into the market. Some 
proposals for agribonds, such as the OFA proposal, have attempted to 
avoid this kind of leakage by making the benefit a fixed tax credit, 
which is not affected by the tax rate of the investor. 


The possibility that agribond benefits would partially accrue to 
investors is of serious concern. Government financial resources are 
limited. Benefits that do not reach the farm sector would reduce the 


government's ability to provide real support for farm financing. 


Under a direct assistance program, however, the leakage to investors 
would be avoided. Government expenditures would be of direct benefit to 


farmers. 


Scope of the Program 


The potential revenue cost to the government of an agribond program is 
significant. A reduction in farm financing costs of 4 percentage points 
would impose direct costs of some $40 million for each $1 billion of 
agribond lending. Im addition, there are costs associated with program 
administration and reserves for loan losses. If the program led to a 
leakage of benefit to investors the cost to government would be further 


increased. 


Farming is a major sector. Farm borrowing exceeds $20 billion. 
Long-term borrowing is some $12.8 billion. A program reducing interest 


rates by 4 percentage points on long-term borrowing alone would even- 
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tually cost government over $500 million, excluding provision for 
administration and loan losses. Clearly, only a specific, targeted 
segment of the farm sector could be eligible for an agribond program 


given the constraints imposed by the government's fiscal position. 


One approach to living within the limits discussed above would be to 
define some eligible group of farm operators, such as beginning farmers, 
or farmers in financial difficulty. Other possibilities would be to 
limit the types of eligible assets. Such criteria would be required for 


either a tax-assisted or direct expenditure program. 


Another aspect of controlling the scope of the program, the supply of 
funds by investors, is particularly associated with the tax-assisted 
agribond proposal. The tax system is demand-driven. While the potential 
cost of the program may be estimated in advance, there are no cost 
ceilings once the criteria have been set out in the Income Tax Act. 
There would be no natural mechanism for controlling the amount of money 
invested into the program. Thus, control of program cost would be dif- 
ficult. In addition, the supply of funds attracted to the sector might 
well not match the needs of eligible borrowers. On the other hand, a 
direct-assistance program imposes a control on expenditures through a 
budgeting of the amounts eligible to be loaned, and does not raise the 


same problem of matching the supply of and demand for funds. 


Administration and Compliance 


Generally, one of the principal attractions to delivery of programs 
through the tax system is the reduction of red tape and compliance 
costs. The tax system is seen to involve a reduction in bureaucratic 
discretion, and allows business to proceed according to a known set of 
rules. However, this advantage may well not occur in the case of the 


tax-assisted agribond proposal. 


As noted above, either a tax-assisted or a direct program would require 
a determination of eligibility. Either would need some agency to deter- 


mine the eligible loan recipients. In addition, under the tax-assisted 
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proposal some form of financial intermediation would be required to 
channel funds raised to farmers. This would impose additional 


administrative costs. 


Thus, in this case, the tax-based program could involve higher rather 


than reduced administrative and compliance costs. 


Farm Asset Values 


Agribonds would reduce the costs of financing the purchase of whatever 
types of farm assets qualify for the program. This would tend to 
increase demand for such assets. If the program covers financing of 

land or related assets whose supply is relatively fixed, farm land prices 
are likely to increase. This is beneficial to existing farmers when 

they sell their land. But the long-term benefit of an agribond program 
would be reduced by the extent to which tax benefits become capitalized 
in higher values of land and other farm property. The higher costs would 
have to be paid by beginning farmers and would affect the competitive 
position of the industry in the future. To the extent that only a rela- 
tively small proportion of farms were eligible, the upward effect on 
prices would be reduced. If, however, the program were targeted by 
making only particular types of assets eligible, but few restrictions 
were placed on the farmers who would be eligible, much of the benefit 
could be transferred to the sellers of such assets. This would reduce 


the cost effectiveness of the program. 


To the extent that this does occur, it is equally an issue with either a 


tax-based or direct assistance program. 


Impact on Capital Markets 


The provision of tax-assisted agribonds operates through capital markets 
and thus raises issues of financial resource allocation. More funds 
will tend to flow into farm properties qualifying for the financing 


advantage. This will occur at the expense of non-eligible sectors, both 
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farm and non-farm, which will find less available funds flowing out of 
savings for their use. The result will be a loss of output, employment, 


and tax revenues in the excluded sectors. 


In 1982, a private sector committee under the chairmanship of 

Pierre Lortie, president of the Montreal Exchange, reviewed a proposal 
for an indexed term loan plan. Many structural features differentiated 
the plan from agribonds. The loan would have been available for 
purchases of new homes, and depreciable equipment for use in fishing, 
farming, and small businesses. It was similar to the agribond plan, 
however, in proposing to use a tax mechanism to reduce interest rates 


for certain types of loans. 


The Lortie Committee recommended against the indexed loan plan. It said, 
"this conclusion rests on our evaluation of the economic distortions and 
other difficulties that would arise, in large part due to the fact that 
the proposals are narrowly focused in an attempt to provide short-term 
economic assistance to particular sectors." The scope of the program 

is, therefore, an issue because of its potential for economic distortion, 


in addition to the effect on farm asset values. 


A Temporary or Permanent Program 


The need for financing support may be temporary or long term. The 
increase in numbers of farmers in financial difficulty may be related to 
exceptional circumstances in product and capital markets. On the other 
hand, the difficulties young, beginning farmers experience in entering 
the industry may be a longer-term issue, because farming is a capital 
intensive occupation that requires major initial expenditures. However, 


it is unclear that any one beneficiary should obtain permanent benefits 


from low interest financing. 


Measures must be tailored to circumstances. It can be desirable to make 
programs dealing with short-term problems subject to sunset provisions. 
Tax measures that outlive the problem for which they were introduced can 


complicate the tax system and retard economic adjustments to new 


conditions. 
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Interaction With Existing Programs 


Federal and provincial programs already provide assistance or access to 
funds to beginning farmers, farmers in financial difficulty, and farmers 
expanding their operation to a viable size. For example, agriculture is 
the principal sector benefiting from the Small Business Bond program 
designed to assist small businesses and farms in financial difficulty. 

A new program would have to be designed so as to complement the existing 


ones rather than overlap them. 


Summary 


The paper An Agenda for Economic Renewal has posed the general question 
of whether the tax system or a direct assistance program is preferable 
-in delivering a given government program. In the case of tax-assisted 
agribonds there are a number of adder aucieuits which suggest that the 
tax system may not be the appropriate vehicle for delivering the 


financial assistance to farmers. 


In particular, either a tax-assisted or direct assistance program would 
require administration to determine the eligibility of farmers and handle 
other features of the relationship between financial intermediary and 
farmer. Thus many of the benefits obviously associated with tax-based 
programs would not occur. Tax-assisted agribonds would require a second 
administrative system to deal with the link between investor and 


financial intermediary. 


The efficiency of a tax-assisted program would be reduced by the leakage 
of part of the benefits to investors. Less support per dollar of 
government cost would therefore go to the farm sector than under direct 
assistance programs. Leakage of benefits is inevitable with tax incen- 
tives of this type. Such benefits may be appropriate where investors 
share risk, but this would be unlikely under an agribond system, where 
either the government -- through guarantees -- or financial inter- 
mediaries would bear the risk of loan defaults. Thus, farmers would not 


receive the full benefit of government expenditures. 
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CONCLUSION 


This paper has provided a background to consideration of farm taxation 
issues. Farmers are eligible for significant tax provisions and tax 
incentives that are not generally available to other taxpayers. Farmers 
are also eligible for a variety of general tax measures, many of which 
are available to all taxpayers but are of particular benefit to the farm 
community. This paper has illustrated that these provisions reduce the 
overall tax rate on farmers to some 4 per cent of total farming income. 
The recent Economic and Fiscal Statement provided additional support for 


farmers through the proposed rebate of sales tax on motive fuels. 


This paper has examined the taxation issues related to the current 
restrictions on tax deductions of losses by part-time farmers, the taxa- 
tion of capital gains, and the concept of agribonds. In each case, there 
have been public proposals for changes in the current rules. In each 
case, it is clear that changes raise serious issues that deserve discus- 
sion. The existing rules on losses address a desire to ensure that the 
farm tax incentives are primarily available to full-time farmers because 
of a need to limit their revenue effect and avoid possible adverse 
effects on farm land prices. The proposed changes in the taxation of 
capital gains and the agribond concept raise questions about unfair 
competition, the potential for upward pressure on farm land prices, and 
fairness vis-a-vis other taxpayers. There are also questions about the 
possible impact on capital markets and, in the case of agribonds, about 
whether the tax system is the best method for delivering any assistance 


that might be thought appropriate. 


The government looks forward to discussion of these taxation issues in 
the farm sector in light of this paper and the principles set out in the 


Agenda for Economic Renewal. 
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APPENDIX 


Tax Provisions Affecting Farmers 


Cash-basis Accounting. All farmers are permitted to use the cash-basis 
method of accounting instead of the accrual method. This may result in 


a considerable deferral of tax liabilities. 


Five-year Block Averaging. All full-time farmers are permitted to 
average their income over five-year periods. This generous method of 
averaging is permitted partly to offset the "lumpy" incomes created by 
the cash method of accounting and partly to offset income fluctuations 


due to the vagaries of weather, nature, and the market. 


Flexibility in Inventory Accounting. Farmers who are using the cash- 
basis method of accounting are allowed to depart from it and add to their 


income in any year any amount between zero and the fair market value of 
their livestock. This concession is intended to ensure that start-up 
losses incurred by a livestock producer do not expire because of limita- 
tions on the number of years to which losses may be carried forward. It 
does, however, also serve as a general income averaging mechanism for 


farm income. 


Tax-free Intergenerational Transfer. If farmers transfer their farm 
property to their children by gift or bequest, the capital gain accrued 


on the property does not have to be recognized at the time of the 


transfer. 


Restricted Farm Loss Provision. Part-time farmers can only deduct up to 
$5,000 of farming loss from their income. To preserve the incentives 
for scientific research, losses created by the deductions for scientific 


research are not limited by the restricted farm loss provision. 


Clearing and Improving Land. Amounts paid for clearing land, levelling 


land, or laying tile drainage for the purposes of carrying on a farming 


business, although all are capital expenditures (indeed, in most cases 
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non-depreciable capital expenditures), are deductible as a current 
expense. A specific provision which allows these capital outlays to be 
expensed was added to the Act in 1965. (Prior to that year, tile 
drainage, for example, could only be depreciated at a rate of 4 per cent 
a year.) As a matter of administrative practice, Revenue Canada allows 
some other capital expenditures to be expensed; for example, the cost of 
drilling or digging water wells, including the casing and crib work. 

The effect of allowing these expenses to be deducted as current expenses 
instead of depreciated at a rate of 100 per cent is that, even though 
they add to the value of the land, when the land is sold that value is 
not recaptured as ordinary income but is generally taxed as a capital 


gain. 


Farm Buildings. Generally, buildings acquired after December 31, 1978 
fall into Class 3 of Schedule II for the purpose of capital cost allow- 
ance and can be depreciated only at a rate of 5 per cent. Prior to 1978, 
buildings of frame, log, stucco or frame galvanized iron or corrugated 
iron construction fell into Class 6 and qualified for a 10-per-cent rate. 
Beginning in 1979, this higher rate was repealed, except for buildings 
used for the purpose of earning income from farming and fishing. There- 
fore, farm buildings of this type of construction continue to qualify 


for the higher rate of capital cost applicable to Class 6 assets. 


Ten-year Reserves. Farmers selling their farms to their children and 
receiving the sale price in instalments are able to establish a reserve 
for up to 10 years. The maximum reserve period generally available in 


respect of dispositions of capital property is five years. 


Deferral of Income on Grain Sales. Where a farmer delivers certain types 
of grain to a licensed public elevator or a process elevator and receives 
a deferred cash purchase ticket, a special provision in the Act provides 
that the amount of the ticket can be deferred until the following year. 
The deferred cash purchase ticket is a security received in satisfaction 
of an income debt and in the absence of this special rule would have to 
be included in the income under Section 76 of the Act. The original 


purpose of this section was apparently to encourage grain deliveries. 
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Otherwise, grain farmers on cash basis accounting might hold grain off 
the market during the latter months of the year in order to gain a better 
tax position in the following year. The reason grain deliveries in 
Western Canada were given special treatment is because they are governed 
by a delivery quota system. A producer must deliver within certain time 
periods or else forfeit the delivery opportunities pertaining to those 
periods. Thus such farmers often found themselves with competing 


priorities as between sales and tax planning. 


Deferral of Income on the Destruction of Livestock. Where there has 
been a forced statutory destruction of livestock, the income received as 
a result of the forced destruction can be deemed to be income in the 
following year. This defers the taxation of such income in order that 
the income may be offset with deductions in respect of the cost of 


acquiring new cattle in the subsequent year. 


Principal Residence. When their farm is sold, farmers can exempt the 
value of their principal residence from tax or under certain conditions 
elect instead to exempt from tax $1,000 for each year that they owned 
the farm. This election was given to farmers largely because of the 
difficulty of allocating the proceeds of sale between the principal 


residence and the balance of the farm. 


Producer Quota. Under many farm product marketing plans, farmers must 
purchase a producer quota which permits them to sell a specified quantity 
and quality of product. To the extent that these quotas are transfer- 
rable between farmers, a market for them has been established. Prior to 
1972, the sale or purchase of these quotas had no tax effect since they 
fell into the broad classification of "nothings" (they were non- 
depreciable capital expenditures). After 1972, the purchase of a quota 
was classified as an eligible capital expenditure. Thus one-half of the 
purchase price can be amortized at a rate of 10 per cent on a diminishing 
balance basis, even though it is unlikely ever to decline in value. The 
amounts deducted will be recaptured when the farmer sells the quota. 

This deduction is the result of the judgement that, for administrative 


reasons, all intangible property that was formerly referred to as 
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"nothings" should be depreciated at a uniform rate, even though some 
lose their value at a much faster rate than others and indeed some have 
an indefinite life. (It might be noted that even though a farmer is 
computing income on a cash basis, eligible capital expenditures can be 


amortized when the expenditure is "made or incurred.") 


Cost of Trees and Bushes. All plantings and replantings will be 
deductible where the plantings are in respect of an existing orchard. 
Plantings of a new orchard, however, will remain a part of the cost of 
the land and be treated as a non-deductible capital expense. The 
previous reassessments in this regard based upon an earlier 


interpretation of the law have been discontinued. 


Pre-Productive-Stage Expenses. Pre-productive-stage expenses, those 


expenses incurred with perennial bush or tree crops that produce an 
annual crop, are normally allowed to be deducted as a current expense. 
This option differs from most commercial accounting where comparable 
kinds of expenditures would be capitalized and amortized or written off 
at some future time. It is this concession that makes tree farming such 
a popular tax shelter. Virtually all the costs incurred prior to produc- 
tion may be deducted and may create losses which may be offset against 
income from other endeavours subject, of course, to the restricted farm 
loss rules contained in Section 31 of the Income Tax Act. When the 
commercial bearing stage is reached, a taxpayer may sell out, and his 
gain will ordinarily be taxed as capital gain. Thus, not only may a tax 
deferral be obtained, but the deductions are offset against income taxed 


at full rates, while only one-half of the gain is taxed. 


Arbitrary Expense Allowance, Revenue Canada allows full-time farmers to 


deduct 25 per cent of all farm home expenses, including a capital cost 
allowance on 25 per cent of the capital cost of the farm home. (The 
claiming of capital cost allowance does not affect the $1,000 per year 
capital gain exemption.) This concession is given for administrative 
reasons. However, the Carter Commission, for example, was of the view 
that thie practice was unduly favourable and should be brought into line 


with that accorded other taxpayers who use part of their home for busi- 
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ness purposes. The Commission went on to recommend, "If the determina- 
tion of a reasonable portion in each case is too difficult to administer, 
a small percentage of all farm home expenses might be universally 
allowed, additional amounts being only permitted where supporting 
evidence was given to justify it." Farmers are also extended other 
generous expense allowances; for example, if an automobile is used at 

all for business purposes, two-thirds of total expenses including capital 
cost allowances can generally be claimed without proof of the actual 


use. 


Relief from Quarterly Tax Payments. Unlike other taxpayers earning 


income from business, farmers do not have to pay quarterly instalments 
of tax. Instead they pay two-thirds at the end of the taxation year and 


the rest on or before April 30 in the next year. 
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